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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.3. MATERIALITY 

Material omissions or misstatements of items are material if they could, individually or 
coliectively, influence the decision or assessments of users made on the basis of the 
financial statements. Materiality depends on the nature or size of the omission or 
misstatements judged in the surrounding circumstances. The nature or size of the 
information item, or a combination of both, could be the determining factor. 


1.6. STANDARDS, AWiENDlVlENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT 
NOT YET EFFECTIVE 

The following GRAP standards have been issued but are not yet effeotivo and have not beon 
early adopted by the Municipality; 


Standard 

Description 

Effective Date 

GRAP 6 
(Revised) 

Consolidated and Separate Financial Statements 

No significant impact is expected as the Municipality does 
not participate in such business transactions. 

Unknown 

GRAP 7 
(Revised) 

Investments in Associate 

No significant impact i$ expected as the Municipality does 
• not participate in such business transactions. 

Unknown 

GRAP 8 
(Revised) 

interest in Joint Ventures 

No significant impact is expected as the Municipality does 
not participate in such business transactions. 

Unknown 

GRAP 18 

Segment Reporting 

Information to a large extent is already included In the notes 
to the annual financial statements. 

Unknown 

GRAP 24 

Presentation of Budget Information in Financial 
Statements 

Information to a large extent is already included in the notes 
to the annual financial statements. 

1 April 2012 

GRAP 103 

Heritage Assets 

No adjustments will necessary as the Municipality has no 
heritage assets. 

1 April 2012 

GRAP 105 

Transfer of Functions Between Entities Under Common 
Control 

No significant impact is expected as the Municipality does 
not participate in such business transactions. 

Unknown 

GRAP 106 

Transfer of Functions Between Entities Not Under 
Common Control 

No significant impact i.s expected as the Municipality does 
not participate In such business transactions. 

Unknown 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.6, STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT 
NOT YET EFFECTIVE (CONTINUE) 


GRAP 107 

IVlergers 

No significant impact is expected as the Municipality does 
not participate In such business transactions, 

Unknown 





These standards, amendments and interpretations will not have a significant impact on the 
Municipality once implemented. 


1.7. RESERVES 

1.7.1 Capital Replacement Reserve (CRR) 

in order to finance the provision of Infrastructure and other items of property, plant and 
ecfuipment from internal sources, amounts are transferred from the accumulated surplus / 
(deficit) to the CRR. The cash in the CRR can only be utilized to finance items of 
property, plant and equipment. The CRR is reduced and the accumulated surplus / 
(Deficit) are credited by a corresponding amount when the amounts in the CRR are 
utilized. 


1,8. LEASES 

1.8.1 Municipality as Lessee 

Leases are classified as finance leases where substantially all the risks and rewards 
associated vvith ownership of an asset are transferred to the Municipality. Property, plant 
and equipment or intangible assets subject to finance lease agreements are initially 
recognised at the lower of the asset's fair vaiue and the present value of the minimum 
lease payments. The corresponding liabilities are initially recognised at the inception of 
the lease and are measured as the sum of the minimum lease payments due in terms of 
(he lease agreement, discounted for the effect of interest. In discounting the ease 
payments, the Municipality uses the interest rate that exactly discounts the lease 
payments and unguaranteed residual value to the fair value of the asset plus any direct 
costs incurred. 

Subsequent to Initial recognition, the leased assets are accounted for in accordance with 
the stated accounting policies applicable to property, plant and equipment or intangibles. 
The lease liability is reduced by the lease payments, which are allocated between the 
tease finance cost and the capital repayment using the effective interest^ rate method. 
Lease finance costs are expensed when incurred. The accounting policies relating to 
derecognition of financial instruments are applied to lease payables. 

Operating leases are those leases that do not fall within the scope of the above definition. 
Operating lease rentals are recognised on a straight-line basis over, the term of the 
relevant lease. 
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1.8. LEASES (CONTINUE) 

1. 8.2 Municipality as Lessor 

Under a finance lease, the Municipality recognises the' lease payments to be received in 
terms of a lease agreement as an asset (receivable). The receivable is calculated as the 
sum of all the minimum lease payments to be received, plus any unguaranteed residual 
accruing to the Municipality, discounted at the interest rate implicit in the lease. The 
receivable is reduced by the capital portion of the lease instalments received, with the 
Interest portion being recognised as interest revenue on a time proportionate basis. The 
accounting policies relating to derecognition and impairment of financial instruments are 
applied to lease receivables. 

Operating leases are those leases that do not fall within the scope of the above definition. 
Operating lease rentals are recognised on a straight-line basis over the term of the 
relevant lease. 


1.9. UNSPENT CONDITIONAL GOVERNMENT GRANTS AND RECEIPTS 

Unspent conditional grants are financial liabilities that are separately reflected on the 
Statement of Financial Position. They represerrt unspent government grants, subsidies 
and contributions from the public. 

This liability always has to be cash-backed. The following provisions are set for the • 
creation and utilisation of this creditor: 

. Unspent conditional grants are recognised as a liability when the grant is received, 
e When grant cogdiflons are met an amount equal to the conditions met are transferred 
to revenue in the Statement of Financial Performance. • 

• The cash which backs up the creditor is Invested as individual investment or part of 
the general investments of the Municipality until it is utilised. 

» Interest earned on the investment is treated in accordance wflth grant conditions. If it 
is payable to the funder it is recorded as part of the creditor. If it is the Municipality s 
interest it is recognised as interest earned in the Statement of Financial Performance. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.10, UNPAID CONDITIONAL GOVERNMENT GRANTS AND RECEIPTS 

Unpaid conditional grants are assets in terms of the Framework that are separately 
reflected on the Statement of Financial Position, The asset Is recognised when the 
Economic Entity has an enforceable right to receive the grant or if It is virtually certain 
that it will be received based on that grant conditions have been rnet. They represent 
unpaid government grants, subsidies and contributions from the public. 

The following provisions are set for the creation and utilisation of grant receivables: 

• Unpaid conditional grants are recognised as an asset when the grant is receivable, 

1.11. PROVISIONS 

Provisions are recognised when the Municipality has a present legal or constructive 
obligation as a result of past events, it is possible that an outflow of resource embodying 
economic benefits will be required to settle the obligation and a reliable estimate of the 
provision can be made. Provisions are reviewed at reporting date and adjusted to reflect the 
current best estimate. Where the effect is material, non-currant provisions arc discounted to 
their present value using a discount rate that reflects the market's current assessment of the 
lime value of money, adjusted for risks specific to the liability (for example in the case of 
obligations for the rehabilitation of land). 

The Municipality does not recognise a contingent liability or contingent asset. A contingent 
liability is disclosed unless the possibility of an outflow of resources embodying economic 
benefits is remote. A contingent asset is disclosed where an inflow of economic benefits is 
possible. 

Future events that may affect the amount required to settle an obligation are reflected in the 
amount of a provision where there is sufficient objective evidence that they will occur. Gams 
from the expected disposal of assets are not taken into account in measuring a provision. 
Provisions are not recognised for future operating losses. The present obligation under an 
onerous contract is recognised and measured as a provision. 

A provision for restructuring costs is recognised only when the following criteria over and 
above the recognition criteria of a provision have been met: 

(a) The Municipality has a detailed formal plan for the restructuring identifying at least: ■ 

• the business or part of a business concerned; 

• the principal locations affected; u mi k 

. the location, function and approxirnate number of employees who will be 

compensated for terminating their services; 

• the expenditures that will be undertaken; and 
» when the plan will be implemented. 

(b) The Municipality has raised a valid expectation in those affected that it will carry out the 
restructuring by starting to implement that plan or announcing its main features to those 
affected by it. 

The amount recognised as a provision shall be the best estimate of the expenditure required 
to settie the present obligation at the reporting date. 
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1.11 PROVISIONS (CONTINUE) 


Provisions shall be reviewed at each reporting date and adjusted to reflect the current best 
estimate. If it Is no longer probable that an outflow of resources embodying economic 
benefits or service potential will be required to settle' the obligation, the provision shall be 
reversed. 


1.12. EMPLOYEE BENEFITS 

(a) Post Retirement Medical obligations 

The Municipality provides post-retirement medical benefits by subsidizing the_ medical 
aid contributions of certain retired staff according to the rules of the medical aid funds. 
Council pays 60% as contribution and the remaining 40% are paid by the members. 
The entitlement to these benefits is usually conditional on the employee remaining in 
service up to retirement age and the completion of a minimum service period. The 
present value of the defined benefit liability is actuarially determined in accordance with 
GRAP 25 - Employee benefits (using a discount rate applicable to high quality 
government bonds). The plan is unfunded. 

These contributions are charged to the Statement of Financial Performance when 
employees have rendered the service entitling them to the contribution. The liability 
• was calculated by means of the projected unit credit actuarial valuation trieihod. The 
liability In respect of current pensioners is regarded as fully accrued, and is therefore 
not split between a past (or accrued) and future in-service element, The liability is 
recognised at the fair value of the obligation. Payments made by the Municipality are 
set-off against the liability, including notional interest, resulting from the valuation by the 
actuaries and are charged against the Statement of Financial Performance as 
employee benefits upon valuation. 

Actuarial gains and losses arising from the experience adjustments and changes in 
actuarial assumptions, is charged or credited to the Statement of Financial 
Performance in the period that it occurs. These obligations are valued periodically by 
independent qualified actuaries.- 


When an employe© has rendered service to an entity during an accounting 
period, the entity shall recognise the undiscounted amount of short-term 
employee benefits expected to be paid In exchange for that service as an 
expense, unless another Standard requires or permits the inclusion of the 
benefits in the cost of an asset 

(b) Accrued Leave Pay 

Lisbiiittss for sinnual isbvo are recognised as they accrue to employees. The liabifity is 
based on the total amount of leave days due to employees at year end and also on the 
total remuneration package of the employee. 
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1.12. EMPLOYEE BENEFITS (CONTINUE) 


{c} Staff Bonuses 

Liabilities for staff bonuses are recognised as they accrue to employees. The liability at 
year end is based on bonus accrued at year end for each employee. 

(cfj Performance bonuses 

A provision, in respect of the liability relating to tlie anticijoated costs of performance 
bonuses payable to Section 57 employees, is maintained. Municipal entities' 
performance bonus provisions are' based on the employment contract stipulations as 
well as previous performance bonus payment trends. 

(ej Pension and retirement fund obligations 

The Municipality provides retirement benefits for its employees and councillors. Defined 
contribution plans are post-employment benefit plans under which an entity pays fixed 
contributions into a separate entity (a fund) and will have no legal or constructive 
obligation to pay further contributions if the fund does not hold sufficient assets to pay 
all employee benefits relating to employee service in the current and prior periods. The 
contributions to fund obligations for the payment of retirement benefits are charged 
against income in the year they become payable. Defined benefit plans are post- 
employment benefit plans other than defined contribution plans. The defined benefit 
funds, which are administered on a provincial basis, are actuarlally valued iri-annually 
on the projected unit credit method basis. Deficits identified are recovered through lump 
sum payments or Increased future contributions on a proportional basis to all 
participating municipalities. The contributions and lump sum payrnents are charged 
against income in the year they become payable. Sufficient information is not available 
to use defined benefit accounting for a multi-employer plan. As a result, defined benefit 
plans have been accounted for as if they were defined contribution plans. 

1.13. BORROWING COSTS 

Borrowing costs directly attributable to the acquisition, construction or production of 
qualifying assets are capitalised to the cost of that asset unless It is inappropriate to do 
so. The Municipality ceases the capitalisation of borrowing costs when substantially all 
the activities to prepare the asset for its intended use or sale are complete. It is 
considered Inappropriate to capitalise borrowing costs where the link between the funds 
borrowed and the capital asset acquired cannot be adequately established. Borrowing 
costs incurred other than on qualifying assets are recognised as an expense In the 
Statement of Financial Performance when incurred. 
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1.14. PROPERTY, PLANT AND EQUIPMENT 
1. 14. 1 Initial Recognition 

Property, plant and equipment are tangible non-current assets (including infrastructure 
assets) that are held for use In the production or supply of goods or services, rental to 
others, or for administrative purposes, and are expected to be used during more than one 
year. Items of property, plant and equipment are initially recognised as assets on 
acquisition date and are initially recorded at cost, The cost of an item of properly, plant 
and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner intended 
by the municipality. Trade discounts and rebates are deducted in arriving at the cost. 
The cost also includes the necessary costs of dismantling and removing the asset and 
restoring the site on which it Is located. 

When significant components of an item of property, plant and equipment have different 
useful lives, they are accounted for as separate items (major components) of property, 
plant and equipment. 

Where an asset is acquired by the Municipality for no or nominal consideration (i.e. a 
non-exchange transaction), the cost is deemed to be equal to the fair value of that asset 
on the date acquired. 

Where an item of property, plant and equipment Is acquired (ri exchange for a non- 
monetary asset or monetary assets, or a combination of monetary and non-monetary 
assets, the assets acquired is initially measured at fair value (the cost), it the acquired 
item’s fair value was not determinable. It’s deemed cost is the carrying amount of the 
asset(s) given up. 

Major spare parts and servicing equipment qualify as property, plant and equipment when 
the municipality expects to use them during more than one period. Similarty, if the major 
spare parts and servicing equipment can be used only in connection with an item of 
property; plant and equipment, they are accounted for as properly, plant and equipment. 

1, 14,2 Suhsaguent Measurement - Cost Model 

Subsequent to initial recognition, items of property, plant and equipment are measured at 
cost less accumulated depreciation and impairment losses. Land is not depreciated as it 
is deemed to have an indefinite useful life. 

Where the Municipality replaces parts of an asset, it derecognises the part of the asset 
being replaced and capitalises the new component. Subsequent expenditure incurred on 
an asset is capitalised when it increases the capacity or future economic benefits 
associated with the asset. 
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